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To The Shareholders 


1977 has proven to be the most successful year to-date in the history of your Com- 
pany. Consolidated net income for the year was $6,252,237 or 78.2¢ per common 
share compared with net income of $2,489,230 or 31.1¢ per common share in 1976. 


- Gross premiums written rose to $116, 094, 454 from $56,052,394. Underwriting 


profit increased to $6,312,380 from $820, 488. Investment income amounted to 


_ $5,050,137, up from $3, 736 682 in 1976. 


United States operations continued to expand in 1977 both in ‘terms of premium 
writings and broader licensing and approvals: Gross premiums written in the U.S. 

for 1977 amounted to $48,073,898 compared to $16,525,977 in 1976. Underwrit- | 
ing profit was up from $480, 240 in 1976 to $5,232,676 in 1977. Twenty-eight addi- 

tional State licenses or approvals were obtained in 1977 bringing the total number of 
States in which the Guarantee Insurance Company is now licensed to thirty-two and — 
in which the Lincoln Insurance Company has obtained approvals to forty - one. We 
will continue to seek additional licenses and approvals and it is Hye eee that 


‘several more will be secured during 1978. 


written increased ta’ $68,020,556 from $39,526,417 and underwriting profits rose 
to $1,079,704 from 248. In the opinion of Management, the Company and its 
Canadian subsidiaries have complied with the provisions of the Federal Government's 
Anti Inflation Act. Canadian operations will continue to be subject to the provisions 
of this Act until the end of 1978. Effective March 1st 1978 the Government of the 
Province of Quebec entered the automobile insurance: field. They have limited their 


Canadian fost {668,900 continued improvement in 1977. Gross premiums. 


involvement to bodily injury with property damage coverages remaining with the -_ 


private sector. This will mean a loss of approximately $950,000 in:premium volume 
to our Companies. However, we expect that this will be more than offset. through 
new product lines. and increased penetration in other areas. 


In light of the improved earnings in 1977. the Directors of your Company approved 
two dividend increases during the year, the quarterly dividend paid December 31st O1Tsti ++ 
197 being < “ae per common sha share soriparedit to 2¢ per common ene previous 
year. vate pe~ [ree 
The outlook for 1978 is encouraging. We anticipate solid growth in premium writings 
in the United States as we capitalize on the broader licenses and approvals secured in 
1976 and 1977. Rate competition which has become evident in Canada in the past 
few months is not apparent in the U.S. at this time nor do we expect it to become | 
significant, at least during 1978. Despite the intense price competition in Canada . 
and the partial loss of Quebec automobile premiums, we expect to see modest im- 
provement in our Canadian operations in 1978. 


The contributions of Management and Staff to the growth and development of the 
Company. is greatly appreciated and, on behalf of the Board of ECO, | would 
like to express our sincere thanks for a job well done. 


Submitted on behalf of the 
Board of Directors 


R. W. BROUGHTON 
Chairman of the Board 


SCOTTISH & YORK HOLDINGS LIMITED 
and subsidiary companies 


Auditors’ Report 


To the Shareholders of 
Scottish & York Holdings Limited 


We have examined the consolidated balance sheet of Scottish & York Holdings 
Limited as at December 31, 1977 and the consolidated statements of income, re- 
tained earnings and changes in financial position for the year then ended. Our exam- 
ination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we considered necessary in 
the circumstances. For those subsidiaries of which we are not the auditors, we have 
carried out such enquiries and examinations as we considered necessary in order to 
rely on the reports of the other auditors for purposes of consolidation. 


In our opinion, these consolidated financial statements present fairly the finan- 
cial position of the company as at December 31, 1977 and the results of its opera- 
tions and the changes in its financial position for the year then ended in accordance 
with generally accepted accounting principles applied on a basis consistent with that 
of the preceding year. 


Toronto, Canada THORNE RIDDELL & CO., 
March 13, 1978 Chartered Accountants 


SCOTTISH & YORK HOLDINGS LIMITED (Incorporated GAGEE the laws « 
CONSOLIDATED BALANCE SHEET DECEMBER 31, 1977 


ASSETS 
“077 = 1976 
Gash e tit eed Eig ence Vi Racer at SECA, tah eharees gait $° 2: 668,635% = $2 753,737 
Marketable securities (note 2) . 

TOHMSCEDOSHS 2 oor cn or Leake oan omens trian shee att 22-22 24,676,083 

Bonds (market value 1977, $54,535,759: 

1976; S262524 744 joe es ee -55,745,866 26,691,460 

Stocks (market value 1977, $7,160,626: 

1976'$4 345.385) Sasi cee re an 7,824,814 5 362,883 
_ Accrued interest on bonds and term deposits... | 860,722 423,201 
Accounts receivdbles.2: avec uc tects sete 20,781,656 5,081,827 
Furniture, fixtures and automobiles 

less aécumulated depreciation 1977, 

S13 2640" 197625105878 or a nee eoreaa 253,726 138,476 
Agencies, agreements and contracts; at cost ........ 110,116 
Premium paid on acquisition of shares of 

subsidiary companies, net of amortization 


of $69; 230 (1976; $23,828) ce dee Paes 1,006,513 542,543 


$111,314,200 $64,080,326 
Approved by the Board 


W. G. HOLBROOK, Director 
R. D. ABBOT, Director 


itario) 


AND SUBSIDIARY COMPANIES 


LIABILITIES 


1977 1976 

NOTES DaVabletnOte Gh ois ais Ge a sab one une fe bid ang $ 4,036,147 $ 1,893,808 
Accounts payable and accrued liabilities........... 22,359,594 7,399,746 
CGUSEOMETS “GEDOSITS acne one hha bee Rattan ere aCe 26,250 26,250 
Provision 7Or-outstanding Claims oe s60.08 ea ee got ee 40,059,749 24 329 869 
Income and premium taxes payable -............. + 4,301,614 2,334,844 
Deferred revenue....... Bop ae gee Aas ees tt ei 19,653,637 13,350,424 

Interest of minority common shareholders 
OFsubsidiary cOMPAahiIes wm Ls A wea Se Ra 2,008,795 1,269,208 
92,445,786 50,604,149 

SHAREHOLDERS’ EQUITY 
Capital stock 
Authorized 
10,000 First preference shares, par value 
$50 each, issuable in series 
12 000, 000 Common shares without par value 
Issued 

5,000'000:. Common-shdres in eo 3,701,000 3,701,000 
RO TALRS COAT GS as sia de eveaehih chnpcucte eee ee ce a 15,167,414 QTLOATT 
18,868,414 13,476,177 
$111,314,200 $64,080,326 


Contingent liabilities and contractual 
commitments (note 4) 


SCOTTISH & YORK HOLDINGS LIMITED 
and subsidiary companies | 


CONSOLIDATED STATEMENT OF INCOME 
YEAR ENDED DECEMBER 31, 1977 


| 1977 -1976 
Gross premiums written and other income ......... $121 144,591 $59,789,076 
Underwriting protitz. 3 ci vee Seis fea 6,312,380 820,488 
IAVESTMIENTANCOMIE S70) Soe eels ae ig mae ee cere uae O50 hoy 3,736,682 
| 11,362,517 4,557,170 
tnterest-on: notes payables cia woe ine meee 156,874 126,850 . 
Income before undernoted items...............-- 11,205,643 4,430,320 
theome takes. aa CMe yee aa te, aa 4,179,277. 4,772,550 
Income before minority interest ..............00. 7,026,366 2,657,770 
Interest of minority common shareholders of 
subsidiary: companies, + .1:5) esl. a aks bet ee Rank ee 774,129 168,540 
NetincOme i chee 06 see se eae hin ern yy mea $ 6,252,237 $ 2,489,230 
Fannrings per share. seiee i son Sa  Gade et aiae 78.2¢ S121 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
YEAR ENDED DECEMBER 31, 1977 
. 1977 1976 
Balance at beginning of year..... i, ee GNM Eee ema ees S$ 9975177 $S 7,565,947 
Netincomen tc chonior abies wae a su Nann ip jecedr enna aie 6252237 2,489,230 ° 
16,027,414 +£0,055-1.77 
Dividends on common shares 2.0.0... 0000s vee ee 860,000 280,000 
Balanee at endof years carat as Bayan $ 15,167,414  $ 9,775,177 


SCOTTISH & YORK HOLDINGS LIMITED 


and subsidiary companies 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED DECEMBER 31, 1977 


Resources provided 
Operations (as outlined below) .......... aaite 
Issue of common shares for cash............. 
Decrease in term, GEpOsitS ee ke 
Net change in other assets and liabilities. ...... 
Proceeds from notes payable. ............... 


Resources applied F . 
Purchase of marketable securities, net 


NOteS payVable:ics wena ater ie ate be ap erates 
faerease jn tern GepOsits es Soir roth t- a ae 
Purchase of furniture, fixtures and 
AUTOMIGUNES. MRE corks waa. Moe oe oS 
Increase in premium paid on acquisition 
of shares of subsidiary companies......... 
Dividends on common shares ............44. 
WAGHRASS Th CASH sibs a es Sees es ey nes 


Operations. 
DHOTMITIGON Vea a et adeta eee Sy does oe waka arn ayes al betes 
Items not involving cash 


DEO LEChARON westus Ouset roiue ea acca sg niece 


Amortization of premium paid on acquisi- 
tion of shares of subsidiary companies... . 
Interest of minority common shareholders 
of. subsidtary. cOMpanies wore ce lear 
_ Write off of premium paid on acquisition 
OW SUBS Anes canny wes oak ean epee ER oe 
. Increase in deferred revenue ............. 
Increase in provision for outstanding claims . 
_ Increase in accounts payable and accrued 
MABIHTIESatia etc es Dum TEE ae hh eet 
Write off of agencies, agreements and 
contracts 
Increase in accounts receivable and 
ACORUEOITMEFESE fs ahoon as deanwa eves ware eat 


we yal fa eta we Me, le dl Sa rad) eis) ee 6) Oe ye wel) 68 


‘Resources provided from operations......... aie ys 


1977 1976 

$28,338,773 $19,216,632 
3,177,741 

2,503,815 
1,966,771 2,177,711 
3,334,090 700,005 
$36,143,449 $25,272,089 
$29,054,406. $ 7,638,076 
2,461,931 1,085,511 
1,191,751 3,082,000 
13,060,026 
150,590 72,911 

509,873 
860,000 280,000 
1,914,898 53,565 
$36,143,449 $25,272,089 
$ 6,252,237 $ 2.489.230 
35,340 28,128 
45,902 9 564 
739,587 176,641 
127,531 
6,303,213 3,093,473 
15,729,880 8,698,284 
14,959,848 5,385,746 

110,116 
(15,837,350) (791,965) 
$28,338,773 $19,216,632 


SCOTTISH & YORK HOLDINGS LIMITED 
and subsidiary companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEAR ENDED DECEMBER 31, 1977 


1. ACCOUNTING POLICIES 


The consolidated financial statements have been prepared in conformity with generally ac- 
cepted accounting principles which, as to the subsidiary insurance companies, differ in some 
respects from statutory accounting practices followed in the preparation of financial statements 
submitted to regulatory authorities. ; 


(a) 


(b) 


Principles of Consolidation 
The consolidated financial statements include all the subsidiary companies, which are: 


Percentage 
Canadian Group ownership 
Scottish & York Insurance Co. Limited 97.92% 
Central Canada Insurance Service Limited 100% 
Victoria Insurance Company of Canada 99.1% 
U.S. Group 
Scottish & York, Inc. 100% 
Lincoln Insurance Company 80% 
Lincoln Management Corp. 80% 
Associated Treaty Managers, Inc. 80% 
Guarantee Insurance Company 80% 
International Management Corporation 80% 
Scottish & York International Insurance, Inc. 80% 
International Premium Company . 80% 
Bahamas 
Victoria Insurance Company Limited 100% 


Under an agreement dated June 27, 1975, among Scottish & York Holdings Limited, Inter- 


national Insurance Holdings Corporation, Scottish & York, Inc. and Scottish & York Inter- 


national Insurance, Inc. relating to the July 1, 1975 acquisition of the 80% interest in the 
U.S. Group, provision is made whereby additional consideration may be payable depending 
on the level of future profits of the U.S. Group. The purchase agreement also provides for 
adjustments in respect of uncollected accounts receivable, undisclosed liabilities and un- 
reflected assets at that date. During 1977 Scottish & York, Inc. realized tax savings attri- 
butable to the utilization of the remaining balance of loss carry forwards of the U.S. Group 
prior to July 1, 1975. In accordance with the terms of the purchase agreement the pur- 

chase consideration is increased by an amount equal to the tax reduction relating thereto. 

As a result of the application of these convenants of the purchase agreement a provision for - 
additional purchase consideration amounting to $509,873 has been paid or accrued in the 
accounts. 


Translation into Canadian Dollars 


The accounts of the subsidiary companies in the United States and the Bahamas have been - 
translated into Canadian dollars on the following basis: 


(c) 


(d) 


(e) 


(f) 


(g) 


(i) assets and liabilities of a monetary nature at the rate of exchange prevailing at Decem- 
ber 31, 


(ii) all other assets and liabilities at the rate of exchange prevailing at the date the assets 
were acquired or the liabilities incurred, 


(iii) income and expenses at the average rate for the year. 


Marketable Securities 
(i) Term deposits are recorded at cost. 


(ii) Bonds are recorded at cost or amortized cost: 
Interest income is recorded on an accrual basis. 


(iii) Stocks are recorded at cost. 
Dividend income is recorded on a cash received basis. 


(iv) Gains and losses on disposal of investments are determined on a first in, first out basis. 


Furniture, Fixtures and Automobiles and Accumulated Depreciation 
All furniture, fixtures and automobiles are recorded at cost, less accumulated depreciation. 


Furniture, fixtures and equipment are depreciated over their estimated useful life at vary- 
ing rates ranging from 12/4% straight line basis to 20% reducing balance basis. 


Automobiles are depreciated over their useful life at the rate of 30% reducing balance basis. 


Premium Paid on Acquisition of Shares of U.S. Subsidiary Companies 
The.company amortizes such premium over forty years from date of acquisition. 


Deferred Revenue 

(i) Deferred commission income and policy acquisition costs. 
Policy acquisition costs, net of reinsurance allowances, are deferred and amortized over 
the terms of the related policies. For the years 1977 and 1976 deferred commission in- 
come exceeded deferred acquisiton costs. Accordingly, the net credit balance is in- 
cluded in deferred revenue. 


(ii) Deferred premium income. 
Premium income is deferred until it-is earned. The basis for taking premiums into in- 
come is in accord with policies prescribed by the regulating organizations under which 
the companies operate. 


Provision for Outstanding Claims 

The liabilities for losses and claims and related adjustment expenses are determined using 
case basis evaluations plus a provision for unreported claims and represent estimates of the 
ultimate net cost of all losses and claims incurred through December 31, 1977. Since the 
provisions are necessarily based on estimates of future trends in claim severity and fre- 
quency and other factors, which could vary as the losses are settled, the ultimate liability 
may be more or less than the estimated amounts. These liabilities have been stated net-of 
reinsurance recoverable from other companies. Although it is not possible to measure the 
degree of variability inherent in such estimates, management believes that the liabilities for 
losses and related adjustment expenses are adequate. The estimates are continually re- 
viewed and, as adjustments to these liabilities become necessary, they are reflected in cur- 


rent operations. 


_(h) 


Recognition of. |ncome 

A subsidiary company, Associated Treaty Managers, Inc., manages a number of reinsurance 
arrangements for which it receives management fees based upon earned premiums. The fee 
income is recognized simultaneously with the recognition of earned premiums by the re- 
insurers. 


2. MARKETABLE SECURITIES 


Marketable securities having a cost of approximately U.S. $9,800,000 at December 31, 1977 
were deposited to secure liabilities from participation in reinsurance pools and reinsurance 
ceded contracts. 


3. NOTES PAYABLE Due within 
Total one year 


Note payable bearing interest at the 
rate of U.S. prime plus 12% 
($3,500,000 U.S.) $3,830,400 $547,200 


Demand note payable 
interest at the rate of U.S. prime 3 
plus 1% ($188,000 U.S.) 205,747 205,747 


Principal due in each of the next five years: 


1978 $752,947 U.S. $688,000 
1979 273,600 250,000 
1980 547,200 500,000 
1981 820,800 750,000 
1982 820,800 750,000 


4. CONTINGENT LIABILITIES AND CONTRACTUAL COMMITMENTS 


(a) A wholly owned subsidiary company Victoria Insurance Company Limited, has been as- 
sessed Federal income taxes relating to the years 1968, 1969, and 1970 amounting to ap- 
proximately $1,000,000 including interest to November 30, 1973. A Notice of Objection 
was filed with respect to these assessments in 1974 and Revenue Canada, Taxation recon- 
firmed the assessments on February 6, 1975. 


The company received a favourable judgement on an appeal to the Tax Review Board on 
September 7, 1977 but has received notification from Revenue Canada, Taxation of its 
intention to appeal the decision to the Federal Court of Canada. No date for a hearing of 
this second appeal has been set. 


The company has deposited its share investment in subsidiary companies Scottish & York 
Insurance Co. Limited and Victoria Insurance Company of Canada with The Royal Bank 
of Canada to be held as security until the outcome of this appeal is known. 


(b) The company leases office space for a term expiring in 1984 with an option to extend this 
to 1994. The annual rental is approximately $105,000. 


5. ANTI-INFLATION LEGISLATION 


The company and its Canadian subsidiaries are subject to the provisions of the Federal Govern- 
ment’s Anti-Inflation Act which became effective on October 14, 1975. This Act imposes re- 


strictions on prices, profit margins, compensation to employees and payment of dividends by 
- the parent company. 


In the opinion of management, the company and its Canadian subsidiaries have complied with 
the provision of the Act. 


6. OTHER STATUTORY INFORMATION 


1977 1976 
Direct remuneration of directors and senior officers 
(as defined by The Business Corporations Act)... 2.2.5.2... $266,500 $254,158 
Deprectariony os bank yi ela te ab sie sted Ge eae be geben aie pel Baw’ $ 35,340 $ 28,128 


INT OPLIZ AION A, Sh oh ae a RC Meh enech hunk Bae hued guts Dan Eng TON A ods ceiah ite fa $ 45,902 $ 9,564 
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SCOTTISH & YORK HOLDINGS LIMITED 
and Subsidiary Companies 
CONSOLIDATED STATEMENT OF INCOME 


TO THE SHAREHOLDERS Six Months Ended 


Gross Premiums Written and Other Income $47,414,230 $25,833,184 

Underwriting Profit La 322 218,180 

Net income for the six month period ended June 30, Investment Income 2,198,101 1,581,633 
1977 was $2,312,768 or 29¢ per common share 3,909 423 1,799,813 
compared to $1,001,773 or 13¢ per share for the Interest on Notes Payable — 29925 __ 68,671 
same period last year. Net income for the first half rem 3,879,498 1,731,142 
of 1977 benefited by $444,000 or 5%¢ per common Income Taxes 331,188,348 _52) 656,341 
share from the carry forward of prior years’ losses 2,691,155 1,074,801 
hat Interest of Minority ae pre nOigers of ein 88 Companies 378 387 73,028 

of Dated States Subsidiaries. eth sen 9 "§9.312.768 312.768 $1001.77: 001,773 

29¢ 13¢ 


United States operations made a significant contri- 


bution to the excellent progress made during the first 
half of 1977. The_Canadian companies, while subject 
to the restraining influence of the Anti-Inflation Act, 
showed continued improvement for the same 


period. The outlook for the balance of the year on 


‘ a / ; 


Net Income. per Share 


CONSOLIDATED STATEMENT OF CHANGES INF INANCIAL POSITION } 


Bat 


Resources Provided 


June 30,1977 


June 30, 1976 


_June 30, 1977 


June 30, 1976 


-. both Canadian and United States operations cont- Operations: Le 
inues to be favourable. . Net Income for the Six Months $2,312,768 $1,001,773 
i : Add Items not Involving a Suite Outlay of Funds l Foes t : 
Sew ie ; Depreciation 17,000 17,000 
gis Dumas Ota navy Se ermnines (thay the Companys Interest of: LMuNGrity Common Shareholders of F Subsidiany Companies 3785387 __ 73,028 
go justify an increase in the quarterly dividend ; | 2.708.155 ; (091,801 bd 
rate from 2¢ to 3¢ per share and. accordingly have - Pio eats from Rights Offering eae 3.177 J4kis: 
declared a dividend of 3¢ per common share for the Increase in Accounts Payable _ ts 4,392,417 1,130,108 
third quarter of 1977. payable September 30, 1977 Increase in Provision for Outstanding Claims 5,614,065 2,671,872 
nthe Oo shareholders of record on September 9, 1977. , Increase in Deferred Revenue | 5,827,742 4,018,580 
=e BS ahi ; Decrease in Cash - see 1,690,156 
Reet ee Net ee in Other Assets afd Liabilities Hs atl 494,055 
eos ee aoenon ; ; $18 542,379 PEA 
AH we : ; c “Chairman of the Board ‘and. Sie Riesuicss Applied ; : wat hase 
ie ] Gb ei : See “Chief Executive Officer 8 Neate Increase in Cash $2,185,774 _ aR aa 
2 ‘ August 19,1977 : es Purchase of Marketable Securities, Net » 95722444 i 7,697,451 ‘ 
as ee Spek tig Spy 24 ps Increase in Accounts Receivable 4,982,188 ROA 5 ex Dena 
hpi Ine - Decrease in Notes Payable 675,808 2,867,733 ~ 
. es _ DividendsonCommon Shares 320,000 nar oe 
“i ; Net aa in Other Assets and Liabilities A orn ato SDE LBS in sealed nae 
| . A 3 "$18,542,379 $14,274,313 


